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In recent weeks the state-owned telecommunications, electric power, banking, and insurance
industries have been opened up in varying degrees to private-sector participation. Labor unions are
concerned that the changes will mean downsizing and layoffs as these companies are bought up by
the private sector, but government officials claim the policy is one of forging alliances with private
investors and not wholesale divestiture of government properties. President Jose Maria Figueres's
Partido de Liberacion Nacional (PLN) is committed to an economic-restructuring program that
focuses on budget-cutting measures to reduce the crushing fiscal deficit. Last year the deficit
reached the equivalent of 8.2% of GDP. Figueres and the main opposition Partido Unidad Social
Cristiana (PUSC) signed a pact that binds both parties to sharp deficit reductions through higher
taxes and other measures (see NotiSur, 07/06/95).
In the pact and in dealings with international financial institutions, the administration has agreed
to the sale of some of the smaller state-owned firms such as the National Liquor Factory (FANAL).
But it has resisted outright privatization of the major state enterprises. The emerging policy is to
invite participation from private investors and to expose public enterprises to private competition in
a variety of ways. For example, the state-owned electric power and telecommunications monopoly
Instituto Costarricense de Electricidad (ICE) announced on Sept. 6 that it would seek "alliances"
with the private sector for needed capital expansion. Its two functions, telephone and electric
power, will remain administratively under ICE control but will be free to operate autonomously (see
NotiSur, 09/28/95).
Roberto Dobles, president of ICE, said that the company needs US$400 million per year in
investment capital to upgrade the technical infrastructure sufficiently to compete in the global
market. But under the rules set by the Inter-American Development Bank (IDB), which helps
finance ICE, the government may only invest US$200 million annually in ICE. The new opening
will permit ICE to look for the remaining US$200 million in the private sector. Over the next
five years, Dobles expects private-sector investment in ICE to reach a total of US$1 billion. Next,
the administration plans to seek legislation permitting ICE to contract some of its operations
out to the private sector. ICE could, for example, give private capital the right to exploit specific
telecommunications services for a fixed period of time and even to permit some electrical power to
be produced by private companies working under ICE concessions.
Organized labor's major concern is that these changes will result in layoffs and that they are the
prelude to the eventual privatization of ICE. While admitting that the separation of the two halves
of ICE will cause some shrinkage of its labor force, Dobles said that any layoffs will be done through
a voluntary program. As for privatization, Dobles said that ICE "is not for sale." Indeed, the general
opening of state enterprises does not, in the government's view, constitute privatization. The
Planning Ministry says that it has no such thing as a privatization program, but rather a program to
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make state operations efficient and profitable. "What we do have are agreements with international
financial organizations to modernize the state," said Elizabeth Badilla, the ministry's spokeswoman.
In the case of the state-owned banks, modernization means increasing the competition they face.
New legislation passed on Sept. 5 will permit private banks to offer checking accounts and to have
access to short-term loans from the Central Bank to maintain bank liquidity (see NotiSur, 07/06/95).
After the law goes into effect, the state banking system will have a grace period of 10 months in
which to prepare for increased competition. Studies indicate that eventually one third of the US$166
million in state bank checking accounts will move into private banks. Even without these privileges,
however, the private banks have shown considerable growth in the past ten years in other banking
services. Private banks now provide nearly half of the nation's credit, according to figures from the
public Banco Nacional de Costa Rica. Other changes in the banking structure are expected. The
administration plans to seek changes in the banking laws that would allow it to sell off smaller or
weaker public banks and merge others to improve the competitive position of the state banking
system.
Possible candidates for sale are the Banco Internacional de Costa Rica, which specializes in foreign
trade, and the agricultural bank, Banco Credito Agricola de Cartago, the smallest in the system. As
for the private banks, some experts say that with the way cleared for them to expand services and to
increase their reserves and investment portfolios, they will now become more attractive for foreign
investment and buyouts. One private bank, Banco Mercantil, has already sold 80% of its stock to
the Canadian-based Scotiabank. Though neither opened up to outside capital nor faced with direct
competition, the government-owned national insurance institute (Instituto Nacional de Seguros,
INS) will also forge alliances with the private sector.
On Sept. 19, the government took the first step to reduce the monopoly's power, though in a
severely limited form, permitting private agents to market its insurance policies. The change is
not expected to lead directly to the elimination of the insurance monopoly. There were indications
earlier in the year that the legislature might end the INS monopoly altogether, but Alejandro
Soto, president of the INS, said recently that the Figueres administration would not permit full
competition from the private sector. The administration apparently won permission from the IDB to
relax its insistence on privatization and to settle for a limited form of private-sector participation in
the insurance industry.
Under the new system, the INS will abandon its control over sales through its 350 agents. According
to Soto, consumers will be able to buy a simple policy, such as those covering merchandise, from
stores and banks. More complicated policies will be sold through specialized private agents. He said
that only 25% of Costa Ricans have any kind of insurance, and that the opening could double that
number. (Sources: La Nacion, 08/23/95, 08/24/95, 08/25/95, 08/31/95; Inter Press Service, 09/16/95;
Agence France-Presse, 09/06/95, 09/19/95; Tico Times, 09/15/95, 09/22/95; Reuter, 09/06/95, 09/07/95,
09/10/95, 09/12/95, 10/10/95)
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